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My road

Ʒ After years of government affairs work at 
the Ohio Pharmacists Association, a few 
anecdotal reimbursement complaints 
from pharmacies grew into a loud chorus that 
pushed me into the bowels of the prescription 
drug supply chain.

Ʒ Severe pharmacy margin pressure in 
Ohio Medicaid managed care during a period 
of massive state drug spending growth drove 
me to search for where the money was going.

Ʒ Years of learning and digging led to the 
uncovering of hundreds of millions of dollars 
in hidden drug costs and a nationwide 
reckoning for drug pricing reform.

Ʒ Launched 46brooklyn Researchin 2018 to 
publish and translate publicly available drug 
pricing data for free.

Ʒ Launched 3 Axis Advisorsin 2019 to help others 
solve drug pricing riddles using more extensive 
data research and analysis. Clients include 
Medicaid Fraud Control Units, government 
agencies, provider groups, research firms, 
technology companies, law firms, investment 
analysts, employers, benefit consultants, and 
private foundations.

https://ohiopharmacists.org/
https://www.46brooklyn.com/
https://www.3axisadvisors.com/
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Our drug distribution system

Primary players

Ʒ Drug manufacturers

Ʒ Drug wholesalers

Ʒ Pharmacies

Ʒ Pharmacy benefit managers

Ʒ Health insurers

Other players

Ʒ Group purchasing organizations

Ʒ Pharmacy services administrative 

organizations

Ʒ Repackagers/relabellers

Ʒ Rebate aggregators

Ʒ Benefits brokers/consultants
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Our drug distribution system

Primary players

Ʒ Drug manufacturers *

Ʒ Drug wholesalers *

Ʒ Pharmacies *

Ʒ Pharmacy benefit managers *

Ʒ Health insurers *

Fortune 50

#1 Walmart *

#2 Amazon *

#4 CVS Health ****

#5 UnitedHealth Group ****

#9 McKesson *

#10 AmerisourceBergen *

#11 Costco **

#12 Cigna ****

#15 Cardinal Health *

#18 Walgreens **

#20 Elevance***

#21 Kroger **

#26 Centene ***

#37 Johnson & Johnson *

#40 Humana ***

#43 Pfizer *
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Our drug distribution system

While there are many smaller, independent players at each layer of the drug 

channel, it is reasonable to assume that the primary goal of the largest publicly 

traded companies is to increase returns to shareholders ïit is their true 

fiduciary obligation.

This is important to remember ïnot because profit incentive is wrong ïbut 

because itôs vital to understand the incentives that drive supply chain behavior.

In our efforts to control prescription drug costs, a proper calibration of 

incentives is necessary to ensure efficient spending and maintain robust 

access to pharmaceuticals.
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Whatôs the price?

When you make (things) vastly complicated é 

the system often goes out of control 
Charlie Munger
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Which price are you talking about?

MANY PRICES AVAILABLE FOR DRUGS IN THE U.S.
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Drug prices areé

Hidden Set by private deals 
inefficient market

Prone to 
manipulation
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Enter pharmacy benefit managers 

(PBMs)

Ʒ Decades ago, as more medicines entered 

the market and prescription drug costs 

grew, plan sponsors sought ways to 

holding spending accountable.

Ʒ PBMs were brought in to 

act as friction against drugmakers, 

wholesalers, pharmacies, and other 

members of the drug supply chain. 
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The evolving role of PBMs

Ʒ As PBMs worked to control one end of the 

drug supply chain, they began to develop 

business interests in the very marketplace 

that they were hired to control.

Ʒ Today, PBMs advertise that they 

are the only entity working to 

control prescription drug costs, but 

data shows that PBM profits 

generated off prescription drug 

transactions heavily distorts 

their incentives to control drug 

spending for their clients.

https://www.flickr.com/photos/26008993@N04/13982403427
https://www.flickr.com/photos/26008993@N04/13982403427
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Are true drug costs going up 

or down? Are we getting a good 

deal? Itôs complicated.

Ʒ Because brand drug manufacturer rebates to 

PBMs, insurers, and ñrebate aggregatorsò 

are confidential and vary widely from plan to 
plan, program to program, itôs extremely 
difficult to pin down the net price being paid.

Ʒ Because government entities (VA, Medicaid, 

etc.) command such large rebates, smaller 
payers and patients who pay out-of-pocket 

pick up a disproportionate share of the 
overall cost.

Ʒ Because each plan/PBM promote 

utilization of different drug mixes, apples 

to apples comparisons of overall net 
costs is extremely difficult.

Ʒ The inability to objectively determine 

what a fair price should be hinders 
the ability for true market forces to 

pressure drug supply chain margins 
and promote quality and efficiency.
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The system is built on ñfake 

pricesò

Ʒ List prices for prescription drugs are wildly 

overinflated relative to their actual cost.

Ʒ PBMs use those list prices (AWP) as the 

basis for their pricing guarantees to 

pharmacies and plan sponsors.

Ʒ Brand name drugs have high AWPs that 

are offset by negotiated rebates and 

discounts that make those net prices 

much lower.

Ʒ Generic drugs have high AWPs (derived 

from brand drugs) that in no way reflect 

the actual prices pharmacies pay to 

acquire those drugs.

Ʒ In both regards, the ñactualò prices of 

both brand and generic drugs are hidden 

from the plan sponsor and patient.

Ʒ Those who claim to provide òsavingsó 

on prescription drugs often quantify 

the value of those savings based on 

artificially inflated list prices that are 

borne out of industry dysfunction.
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The fallout of fake prices: Generic 

drugs
Ʒ In the U.S., every drug has multiple, different prices

Ʒ Average Wholesale Price(ñAWPò) and Wholesale Acquisition Cost
(ñWACò) are both unilaterally set by the manufacturer

ÅNot dictated by competitive market forces

Ʒ National Average Drug Acquisition Cost (ñNADACò) is based on a voluntary 
national survey of pharmacy invoice costs

Å Is dictated by competitive market forces 

Ʒ Alabama Actual Acquisition Cost (ñAACò) is based on a mandatory survey of 
pharmacy invoice costs

Å Is dictated by competitive market forces 

ÅOhio Medicaid pursuing their own AAC survey under PBM redesign

$797.40 

$162.90 

$20.70 $17.10 

AWP WAC NADAC Alabama AAC

Generic Nexium (Esomeprazole 40mg)

Median price for a 90 count bottle in June 2020

Generic Nexiumôs AWP is 47 

times higher than itôs AAC

Source: MediSpan Price Rx, Elsevier Gold Standard Drug Database, CMS, 3 Axis Advisors  
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Spread pricing hits home in Ohio

https://www.axios.com/data-showing-pbm-medicaid-drug-price-manipulation-1533059892-c2a97bcd-8874-42c2-a161-503e89666678.html

https://www.bloomberg.com/graphics/2018-drug-spread-pricing/https://ohioauditor.gov/news/pressreleases/Details/5042https://stories.usatodaynetwork.com/sideeffects/cost-

cutting-middlemen-reap-millions-via-drug-pricing-data-show/
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Ʒ Ohio Medicaid audit revealed $244 
million in spread pricing from Q2 
2017 to Q1 2018

Ʒ Spread pricing = the difference 
between the reimbursements paid 
to pharmacies and the rates 
reported back to the payer; PBM 
retains the difference

Ʒ Ohioôs state Auditor David Yost 
conducted his own audit, and 
found that spread equated to 
31.4% of gross generic spending 
in Ohio Medicaid managed care

https://www.axios.com/data-showing-pbm-medicaid-drug-price-manipulation-1533059892-c2a97bcd-8874-42c2-a161-503e89666678.html
https://www.bloomberg.com/graphics/2018-drug-spread-pricing/
https://ohioauditor.gov/news/pressreleases/Details/5042
https://stories.usatodaynetwork.com/sideeffects/cost-cutting-middlemen-reap-millions-via-drug-pricing-data-show/
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The first domino falls

Ʒ After firing the legacy PBMs and announcing 
reprocurementfor the entire Medicaid managed care 
program, litigation commences.

Ʒ June 14, 2021: Ohio Attorney General Dave Yost 
announces the first major victory over PBM overcharges
ÅCentene agrees to settle case over alleged 

prescription drug markups that were found in 2018 
to be more than $11 per prescription under the plan.
Å$88 million to Ohio
Å$55 million to Mississippi
ÅMore than $1.1 billion set aside for other states
ÅFirst and largest settlement in the country secured 

by a state attorney general against a PBM over 
these alleged arbitrage practices.

Ʒ ñI will accept an apology note that has a dollar sign and 
many zeroes after it.ò - Yost

https://www.dispatch.com/story/news/2021/06/14/centene-to-settle-ohio-medicaid-lawsuit-attorney-general-dave-yost/7679946002/
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https://www.dispatch.com/story/news/2021/06/14/centene-to-settle-ohio-medicaid-lawsuit-attorney-general-dave-yost/7679946002/


172022 All rights reserved.

Ohio isnôt alone

https://www.3axisadvisors.com/projects/2019/4/28/analysis-of-pbm-spread-pricing-in-michigan-medicaid-managed-care
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Ʒ 3AA analysis of Medicaid managed 
care pharmacy claims in Michigan 
showed:

ÅDrug costs going down

ÅPharmacy margins going down

ÅPBM spreads going up

ÅState costs going up

Ʒ Spread pricing allows pharmacy-
affiliated PBMs to shift traditional 
pharmacy margins to the PBM side of 
their enterprise.

https://www.3axisadvisors.com/projects/2019/4/28/analysis-of-pbm-spread-pricing-in-michigan-medicaid-managed-care

